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ABSTRACT 


Liquidity is the prime issue for the any business concern and to manage liquidity is the crucial task for the financial manager. The present paper aims to examine the 
relationship between the various selected liquidity ratios and profitability of the selected Automobile Companies in India. for this purpose, the researcher has used 5 
profitability ratios and 2 liquidity ratios. The result of the study revealed that ROCE, ROTA and CR has insignificant relationship with the profitability while DPR, 
ROE and QR significantly impact the profitability of the selected automobile companies in India. 
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INTRODUCTION: 

Financial planning is the most crucial task among all the business plans as the 
finance is the back bone for any business activities and without funds no business 
can exist. S.C. Kuchhal has rightly said that “Money is the pivot around which 
all the business activities cluster’. Proper financial planning helps to achieve the 
ultimate business goals. Financial manager has to acquire the adequate funds for 
the business and the requirement of funds depends on the nature and size of the 
business. Generally, the firm raise funds through the owner's funds and outsider's 
funds and invest it into either fixed or working capital. The proportion of fixed 
and working capital again depends upon the nature and size of the concern but 
whenever the company going to invest in any sort of assets, the financial man- 
ager should think about the liquidity of the investment. 


Financial Liquidity plays an important role in the structure of any business entity. 
Finance is the life blood for any business organization and for the smooth func- 
tioning of any enterprise funds should be moved from one component to another. 
In simple terms liquidity means how quickly the assets or securities converted 
into cash without affecting its market price. Cash is the most liquid asset and all 
the assets and securities ultimately converted into cash1. for the effective work- 
ing capital management there must be an effective liquidity management. Effec- 
tive liquidity management is the sign of sound financial position of a firm. High 
liquidity reveals that the company has strong short-term liquidity and can easily 
payoff the obligations of the concern as and when it incurred and vice versa. 


The present study measures the relationship between the liquidity ratios and prof- 
itability of the Automobile industry as the automobile industry was the fifth larg- 
est auto market in 2020 with the selling of 3.49 million units of passenger and 
commercial vehicles. In 2019 it was the 7" largest commercial vehicle manufac- 
ture. Middle class group of people and young population push the demand of 
two-wheeler segment which dominate the market. Besides this the companies 
are interested towards the rural market which accelerates the growth of the sec- 
tor. Government of India also promote the development of the sector and tried to 
take initiative for export of the production and tried to make India a leader in the 
automobile sector at world level in nearby future.2 


REVIEW OF LITERATURE: 

1. Dr. S.S Saravanan and J. Abarna (2014) made a study on “A Study on 
Liquidity Analysis of Selected Automobile Companies in India” to analyze 
the liquidity efficiency of selected automobile companies in India. The 
study was based on the secondary data of five years. Five companies were 
selected as sample companies for the analysis purpose and the sample com- 
panies were selected on the basis of their turnover. The result revealed that 
all the sample companies except Force Motors have to improve their liquid- 
ity and turnover for the better performance. 


Na 


Sinha Mintibahen Biyendra and Dr. Deepika Singhvi (2017) in their research 
work on “Liquidity & Profitability Analysis of the Pharmaceutical Compa- 
nies of India” tried to study the profitability scenario of the selected pharma- 
ceutical companies in India for the sample period of 4 years that is from 
2010-11 to 2013-14. The financial data related to the liquidity of the major 
pharmaceutical companies were taken for the purpose of analysis. Descrip- 
tive Statistics and ANOVA test were applied for the treatment of the data. 
The result revealed that the profitability position of the selected pharmaceu- 
tical companies was not satisfactory before 2009 but after than it shows a pos- 
itive trend. 


OBJECTIVES OF THE STUDY: 

The specific and main objectives of the present study is to examine the relation- 
ship between the liquidity and profitability of the selected Automobile compa- 
nies in India. 


RESEARCH METHODOLOGY: 

Sampling Design: 

¢ Sources List: The study is based on the secondary data and the data will be 
collected from the secondary sources. It included the financial statement of 
the selected companies, magazine and other journals, articles, books and the 
published and unpublished documents have been considering in the 
research. 


¢ Sample Period: The research will be carried out for the period of five years 
that is from 2015-16 to 2019-2020. 


¢ Sample Size: The researcher selects the five leading Automobile companies 
of India.3 


¢ Tools for Analysis: Both accounting and statistical tools were applied to 
study the data. Financial ratios, Descriptive Statistics, Correlation, Regres- 
sion were used for the treatment of the data. Researcher has selected Net 
Profit Margin as the dependent variable while Return on Equity (ROE), 
Return on Total Assets (ROTA), Return on Capital Employed (ROCE), Divi- 
dend Pay-out Ratio (DPR), Current Ratio (CR) and Quick Ratio (QR) were 
taken to examine the relationship between the profitability and liquidity of 
the selected auto mobile companies in India. 


Specification of the Model: 

The following multiple- regression model has been used to test the theoretical 
relation between the selected dependent and independent variables of the 
selected automobile companies in India. 


Y=a+bl X1+b2 X2+b3 X3 + b4 X4+5b5 X5+ b6 X6+e 


Where Y is the profitability (NPM), X1 is the ROE, X2 is the ROCE, X3 1s the 
ROTA, X4 is the DPR, X5 is the CR and X6 is QR, a is the constant term of the 
model, b is the coefficient of the model and e is the error term. 


DATA ANALYSIS & INTERPRETATION: 

Descriptive Statistics: 

The Following table shows the descriptive statistical analysis for the dependent 
and independent variables. 


Table 1. Descriptive Statistics 






INT diy GUD 5X0) OMNI (X00) OMEN 5 OD. WIN D) 2 EG) ECO) 1 


Mode 1095 N/A #NIA. 3580.00 NIA 0.48 


Standard 8.55 16.03 12.82 8.94 18.90 9.62 
Deviation 





Mean 
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NPM | ROE | ROCE ROTA) DPR | CR | QR 


Skewness 129-191 024 000 031 495, 498 


Table 1 above presents the descriptive statistics of the dependent and independ- 
ent variables. The mean of value of Net Profit Margin (NPM) of companies taken 
into consideration for study during the research period amounted to 9.50. CR is 
the 3.08 during the same period. Standard deviation is 8.55 for NPM. It is 
observed that the minimum and maximum range for NPM and ROE 1s not signif- 
icant. 


Correlation Analysis: 
Hypothesis: 
H,: There is no significant relationship between the selected variables. 


H,: There is no significant relationship between the selected variables. 


Correlation Analysis 


ROE ROCE | ROTA 


NPM 
NM 
ROE 0785005 1 
| 
ROTA 04589798 0860081 0982871 
“DPR 0291524 06S8104 821241 886821 
“CR 0355834 0086548 -C0p008 000177 0488161 


Pearson Correlation Analysis Shows the Following Results According to Table 2 


Pearson Correlation analysis establishes relationship between 6 independent 
variables and one dependent variable. Correlation analysis shows that there is 
positive correlation between dependent variable and selected independent vari- 
ables. 


The analysis also shows that there seems negative correlation between the sev- 
eral independent variables such as ROCE and CR (Corr. = -0.09008), ROCE and 
QR (Corr. = -0.09147), ROTA and CR (Corr. = -0.09177) and ROTA and QR 
(Corr. = -0.09405) has negative correlation while there is significant correlation 
between DPR and CR (Corr. =.15316) and DPR and QR (Corr. = .15597). 


Regression Analysis: 
Table 3: Regression Statistics 


Regression Statistics 


ANOVA 





MS F Significance F 


df SS 
wal ssa 


Standard 


Intercept, 8.27 1.83. 4.51 _0.00_ 
TRO 073007 9.75, 0.00 


Lower |Upper| Lower Upper 
95% |95.0% |95.0% 


“L18 | -00 


“DPR 0.10 0061.68, 0.11 -0.02 0.22 -0.02 022 
CR 2400586 4.10, 0.00 -36.31 11.69 -36.31 -11.69 
QR 2406 5.84412 0.00 11.79 |36.32/11.79 3632 
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Regression analysis has been conducted on dependent variable NPM and five 
other independent variables. Independent variables are ROE, ROCE, ROTA, 
DPR, CR, QR. It was observed from the Table 3 that the R- square value is 
0.928078. it means that 92.81% of the dependent variable NPM is explained by 
independent variables. When we analyse Table 3 (Analysis of variance 
(ANOVA) table), it can be observed from it that F- statistics 1s 38.71207 which is 
significant at 2.477E-09. It also observed from the regression analysis in Table 3 
that ROCE has a p-value of 0.39 and corresponding t-value of -0.88, ROTA has a 
p-value of 0.03 and corresponding t-value of -2.41 while the p-value of CR is 
0.00 and corresponding t-value is -4.10. It is also observed that ROE having a p- 
value of 0.00 and a t-value of 9.75, DPR having a p-value of 0.11 and a t-value of 
1.68 and QR having a p-value of 0.00 and t-value of 4.12. 


Major Findings: 
So it is concluded that ROE, ROTA, CR and QR are significant variables which 
creates impact on profitability of the selected automobile companies in India. 


SIGNIFICANCE OF THE STUDY: 

Liquidity is the parameter to measure the financial soundness. It is useful for iden- 
tifying the cash position of the concern because if a company earns handsome 
profit doesn't mean it has sound cash position. Liquidity is important to know the 
capacity of the firm whether it is able to pay its obligations on time or not3 and 
hence, the present study measure the relationship between the liquidity ratios and 
profitability of the selected automobile companies in India. 


FUTURE SCOPE OF THE STUDY: 

The ability to pay-off the short-term obligation of any business organization 
depends on the sound liquidity position of the concern. The present study ana- 
lysed the liquidity position of the sample companies still there is a scope for fur- 
ther research like impact of liquidity on capital structure decision, impact of 
liquidity on dividend decision etc.... 


LIMITATIONS OF THE STUDY: 
1. The present study is based on the secondary data and the secondary data is 
the limitation itself. 


2. The study is based on the financial ratios which is based on the historical 
cost. 


3. The period of the study is of five years which is limited to analyse the liquid- 
ity aspect of any business concern. 


CONCLUSION: 

Liquidity is the prime issue for financial manager. It might be possible that the 
company having high profit margin has satisfactory liquid position. The present 
study examined the impact of independent variables (ROE, ROCE, ROTA, DPR, 
CR and QR) on the dependent variables (NPM) for the firm belonging to the auto- 
mobile companies. For identifying the impact of independent variables on NPM, 
the statistical techniques such as pearson's co-efficient of correlation and regres- 
sion analysis in addition to descriptive statistics have been used. The study con- 
cludes that the ROCE, ROTA and CR has insignificant relationship with the prof- 
itability while DPR, ROE and QR significantly impact the profitability of the 
selected automobile companies in India. 
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